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MAINTAINING PROFESSIONALISM
IN A COMPETITIVE MARKETPLACE
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and professionally. However, firms

tions by audit partners.
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Public Interest,” the Public

might consider additional measures

Oversight Board (POB) offered

to ensure that they are not put in a

suggestions as to how CPAs can and

position in which their indepen

Advocacy and the StandardSetting Process

should maintain their professional

dence could be compromised or

Objectivity is vital to the standard-set

ism. Specifically, the POB recom

appear to be compromised.

ting process. In its special report, the

mended that firms undertake

Continued on page 4

initiatives to enhance audit part

ners’ ability to act independently
and professionally.

POB NAMES ADVISORY PANEL
ON AUDITOR INDEPENDENCE

Client Service vs. Client
Advocacy
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Client advocacy is acceptable as

Accounting Standards Board (FASB);

and the public.

long as the CPA acts with integrity,

AUDITORS NEED TO LOOK BEYOND THE RULES
(Thefollowing was adaptedfrom the article “Lessons Auditors Ignore at Their Own Risk”
which appeared in the July 1988 issue of the Journal of Accountancy.)

uditors may be doing their job by following generally accepted accounting principles
(GAAP) and generally accepted auditing standards (GAAS), but that doesn’t guar
antee auditors will be protected from legal claims. Auditors need to combine their
reliance on GAAP and GAAS with the professional judgment necessary to look beyond
specific rules. At times, this means questioning management’s treatment and presentation
of certain financial information or taking additional steps to ensure auditor objectivity
is maintained.
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Expense Deferrals May
Increase Audit Risk

future revenues? Is there a reasonable
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Consider Relationships with
Former Coworkers

matched with anticipated revenues.

Although it’s the client’s respon

A few litigation cases suggest audi
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this treatment.
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questioning management’s revenue
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deferrals. For example, can the com
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statements. Otherwise, auditors may

Consideration of Goodwill
Amortization Periods

former associate tells them, forgetting

GAAP permits goodwill to be amor

that the previous commonality of

tized over a maximum of 40 years.

interest no longer exists.

However, auditors and their clients

place too much reliance on what their

When considering assignments,

need to keep in mind that the selec

accounting firms should pay partic

tion of a 40-year amortization period

ular attention to the selection of

for goodwill is appropriate only

auditors dealing directly with former

when evidence exists showing that

firm personnel. It may be prudent to
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such as when the acquired company

of a lack of objectivity.

PEER REVIEW COMMITTEE CITES HOW TEAM CAPTAINS CAN ENHANCE
THE PEER REVIEW PROCESS FOR SECPS FIRMS
The role team captains play
in planning, directing and
reporting on peer reviews is

Impact of Inspection Findings
on the Peer Review Report

Drafting Letters of
Comments

Team captains often question the

Letters of comments are intended to

critical to the effectiveness of the

treatment of inspection findings.

identify matters that could result in a

peer review process. Based on its

Although each situation is somewhat

firm not conforming with professional

consideration of peer review

unique, team captains can apply the
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reports, the SECPS Peer Review

following general guidelines. If, when

engagements. They must be clear and

Committee offers the following

looking at inspections performed

focused. Each finding in the letter
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between peer review years, a team

should specify the underlying weak

in maintaining the effectiveness of
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ness in the quality control system

the peer review process.

reviewed firm’s inspection program,

that caused the particular deficiency.
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The Risk-Based Approach to
Engagement Selection

When the other findings on the peer

Determining the scope of a peer

review are significant and the team

review is one of the biggest challenges

captain concludes a properly per

team captains face. They need to

formed inspection would have detect

evaluate the effectiveness of the

ed these deficiencies, the inspection

reviewed firm’s quality control system
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in preventing substandard perfor

in a modified peer review report.

reported in the letter of comments.

Reviewers should make sure
their recommendations are
specific and based on careful
thought about the underlying
causes of deficiencies.

Simply reporting engagement

mance on accounting and auditing

deficiencies without identifying the

the greatest opportunity to test such

Documenting Substandard
Engagements

engagements. Risk situations provide

systemic causes of the deficiencies is

systems. Accordingly, the selection of

The review team should review the

not helpful. A firm needs to correct the

engagements or offices to be reviewed

documentation supporting the cor

underlying cause to prevent the recur

should be based on an assessment of

rective actions taken by the reviewed

rence of similar deficiencies. Also, a

the inherent and control risks asso

firm to cure significant failures in the

firm will not be able to correct its prob

ciated with the reviewed firm’s

applications of professional standards

lems if the solutions proposed won’t

accounting and auditing practice and

(i.e., situations encompassed by

work. Reviewers should make sure

quality control system. For example,

AICPA Professional Standards, vol. 1,

their recommendations are specific

team captains need to consider the

AU Sections 390 and 561) and com

and based on careful thought about
the underlying causes of deficiencies.

extent a firm or specific offices ser

ment on the appropriateness of those

vice clients in high-risk industries

corrective measures, if such action

For example, a recommendation

or industries subject to changes in

is taken prior to the issuance of the

to use a disclosure checklist to prevent

regulatory requirements.

peer review report. (If the corrective

disclosure deficiencies may be appro

To determine whether inherent

measures are not taken prior to the

priate. However, such a recommenda

and control risks have been adequately

issuance of the report, the SECPS

tion should not be made “automati

considered, team captains are required

Peer Review Committee may

cally” when there are deficiencies.

to document their assessments of

require the firm to permit the

Consideration should be given to

such risks in planning the peer review.

review team to review the corrective

the possibility of other causes, such

This documentation can consist of

measures when they are completed

as a basic weakness in accounting

an attachment to the summary

as a condition of acceptance of the

and auditing expertise that is best

review memorandum.

peer review documents.)

Continued on page 4
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SECPS PEER REVIEW COMMITTEE
(Continuedfrom page 3)

PEER REVIEW CORRECTIVE ACTIONS

remedied by specific training pro

Since inception of the peer review program, the SECPS Peer

grams or, in some cases, the addition

Review Committee has accepted 2,523 peer reviews through

of qualified people to the staff.

June 30, 1993. As a result of those reviews, 393 firms were required

When writing letters of com

to take additional corrective measures to provide added assurance

ments, team captains also should

that quality control deficiencies have been or are being remedied.

keep the following in mind:

The chart below summarizes the major corrective actions taken by

■ Specific engagements, individuals

firms since the program’s inception.

or offices should not be identified
by name or otherwise.
■ Various findings caused by the

MAJOR CORRECTIVE MEASURES IMPOSED TO ENSURE
THAT QUALITY CONTROL DEFICIENCIES ARE CORRECTED

same deficiency should be
grouped into a single comment.

Totals

Actions

Accelerated peer review...............................................................................47

■ If a comment was included in the

letter issued in connection with

Employment of an outside consultant acceptable

the firm’s prior peer review, it

to the Peer Review Committee to perform preissuance

should be identified as a repeat

comment.
■ Comments that seem to establish

reviews of all or selected financial statements or other
specified procedures..................................................................................... 57

Revisits by the peer reviewers or visits by a committee

accounting and auditing standards

member to ascertain progress made by the firm in

extending beyond those mandated

implementing corrective actions.................................................................171

by professional standards are

inappropriate.

Review of the planning for and results of the firm’s
internal inspection program....................................................................... 227

Meeting Deadlines
A peer reviewer has a responsibility

Review of changes made to the firm’s quality control
document or other manuals and checklists................................................ 42

to perform a review in a timely and

professional manner. This includes
issuance of the report and letter of

comments to the reviewed firm and
submission of applicable review

MAINTAINING PROFESSIONALISM
(Continuedfrom page 1)

working papers to the entity
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administering the review on a timely

POB cautioned firms against

basis. It also includes completion of

allowing client interests to cloud

client advocacy in the standard-setting

any additional work deemed neces

their judgment when commenting

process, the chairman of the SECPS

sary by the entity administering the

on professional issues. Although

Executive Committee recently met

review, such as revising the report or

commenting on proposed technical

with the chairmen of the Financial

letter of comments or resolving ques

pronouncements requires an under

Accounting Standards Board, the

tions asked by a technical reviewer.

standing of how a potential issue or

AICPA Accounting Standards

If a review cannot be completed

rule will affect clients, CPAs should

Executive Committee, the AICPA

or the Peer Review Committee’s

not allow client desires to override

Auditing Standards Board, and the

timing guidelines cannot be met,

their professional judgment on a

POB. In addition, the POB has

the team captain should call

proposed standard. Close identi

formed a special advisory panel to

1-201-938-3030 and discuss the

fication with a client position on a

inquire into these and other matters

matter with the AICPA Quality

controversial issue carries the risk of

relating to auditor independence.

Review Division staff.

damaging a firm’s reputation.

(See related story in box on page one.)
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